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Abstract  
The negotiation and construction of a Regional Trade Agreement (RTA) bears the 
elements of its future success. The agreement identifies the relative strength of the 
countries involved and the long-term internal functioning of the agreement. A 
comparison between the NAFTA and Mercosur RTAs highlights this concept. 
NAFTA appears to indicate the clear range of possibilities to the US, Canada and 
Mexico’s participation, each with a chance to maximize their strengths combining a 
powerful combination of resources and skills required to operationalise the collective 
benefits. Mercosur includes countries that are mostly at the same level of economic 
development without any specific catalyst to promote economic growth.  The results 
indicate that association between text and outcomes. 
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Regional Trade agreements: a comparison 
Introduction  
Mercosur and NAFTA are Regional Trade Agreements (RTAs); Mercosur is a customs union 
with a common external trade policy, while NAFTA is a Free trade agreement with each 
country retaining its own external trade policy. Both are forms of regional economic 
cooperation and integration, and share a goal of trade liberalisation as a means of securing 
economic growth. These agreements, in force since 1994, allow for the implementation and 
operational effects of the RTAs to be recognised. There appears to be an important gap in 
recent literature pertaining to these specific RTAs. 
While the economic growth outcomes of trade liberalisation are to be their primary explicit 
objectives in the agreements, there may be other underlying objectives. These objectives may 
include strengthening domestic policy reform, increased multilateral bargaining power, 
guarantees of access, strategic linkages and multilateral and regional interplay (Frankel, 
1997). There may also be, (1) a frustration with the WTO Doha Round negotiations, (2) the 
negotiating experience gained by less experienced countries, (3) the ‘bandwagon effect’ of 
smaller countries copying the policies of larger countries in forming RTAs (Bhagwati, 1993), 
and (4) also a fear of being left out of major RTAs. Possibilities also exist of enhanced 
credibility, signalling, insurance, and as a mechanism for coordination (Fernandez, 1997). A 
rationale suggested for the formation of NAFTA has been that Canada had the land, Mexico 
the people, and the US, the money and technology (Chambers and Smith, 2003, p. 5). 
The increasing number of RTAs reported to the WTO, calls into question the economic 
viability of some agreements. There were 421 RTAs reported to the World Trade 
Organisation as at December 2008, with 230 of those currently in force (WTO, n.d). 
NAFTA is considered to have large positive effects for Mexico, small positive effects for the 
U.S. and minor effects for Canada. Canada had already liberalised trade with the U.S. under 
their previous free trade agreement, and the country did little trade with Mexico (Burfisher, 
2001). Mercosur is seen as a stepping stone towards greater Latin American integration 
(Mercosur preamble, 1991). 
Theoretical framework 
The gains from trade (GFT) are well established in economic literature. Comparative 
advantage theory explains that GFT arise when each nation specialises and trades in 
production of goods and services with lower opportunity costs. A RTA, created to reduce 
trade barriers, may lead to greater levels of trade, growth and living standards. 
The theory of competitive advantage (Porter, 1990) developed from comparative advantage 
theory. Porter’s diamond- articulating the determining factors of national advantage- consists 
of factor conditions, firm strategy, structure and rivalry, demand conditions and related and 
supporting industries (Porter, 1990). This national competitive advantage is derived from the 
factors within the home country which provide a basis which either supports or harms a firm 
from building advantages for international trade. The theory considers that the dynamic nature 
of the global economy has limited the suitability of theory of comparative advantage to 
explain modern global phenomena. Traditionally, the sources of comparative advantage 
included natural resources, factor endowments and technology etc. Porter (1990) argued for 
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example, that factor endowments need not limit the development of a competitive firm or 
industry, given the present-day mobility of factors. 
Porter’s theory is regarded as applicable in situations where the complexity of mathematical 
models may obscure the search for solutions, making it an important starting point for 
investigations (Ketels, 2006). The model has been tested, and supporting evidence comes 
from a variety of applications (Eikelpasch, 2007; Stewart, 2008; Mills, et.al, 2008). 
A developed theory of competitive advantage will allow for the incorporation of a more 
holistic viewpoint incorporating the new economic realities of regional trade. Given the 
improvements in logistics, the operations of multinational enterprises (MNEs) and the relative 
size of some RTAs compared with single nations, it is plausible to suggest the existence of a 
regional competitive advantage, not stopping at national borders. Based on Porter’s 
framework of national advantage, this paper suggests that the competitive advantage of a 
nation, can be transformed into an international trade advantage- a regional competitive 
advantage for RTA members, through a successful RTA. The development of the Pan 
European Culmination System harmonising country of origin rules beginning with the EU and 
then applicant countries, has been found to harm non-member nations (Augier et al, 2005; 
Baldwin, 2006). This indicates a regional competitive advantage to members. 
The development of a regional competitive advantage is logical based on the increasing 
proliferation of RTAs, in which many countries may ‘effectively’ form one economic market. 
Competitive advantage as pertaining to nations as unique entities is becoming less applicable 
to the increasingly integrated nature of many national economies. Regional comparative 
advantage will have the benefits for international marketers of access to larger markets, 
standardised legal requirements, greater certainty, and opportunities to use standardised 
marketing, etc. 
The following is a comparison between the NAFTA and Mercosur agreements, with the 
intention to highlight important differences. These differences may be instrumental in the 
outcomes of these two multinational trade agreements. 
Methodology 
This study uses qualitative research in the form of a comparison of the preambles and 
objectives of the two RTAs as sourced from the original agreements. A case study 
methodology is appropriate when there is little academic research published in the area 
(Perry, 1998). As far as can be determined, there is a gap in the literature regarding objectives 
of RTAs, and its relevant outcomes, as a source of regional comparative advantage. 
Mercosur and NAFTA were chosen as they are both multilateral agreements between several 
countries. Each came into force in 1994, and so provides a similar time frame. The outcomes 
of the agreements are considered to determine whether the nature of the agreement is 
associated with the successful outcomes for member states. The RTA outcomes considered 
include the levels of economic integration by World Trade Organisation statistics, as well as a 
survey of relevant literature into the trade creating or diverting effects of the RTA using the 
gravity model. A successful RTA outcome can formulate a regional competitive advantage 
for members. 
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Cases 
NAFTA and Mercosur are two different paths to trade liberalisation; a customs union and a 
free trade agreement. The preambles to the agreements state the overall objectives and the 
economic theoretical basis for the agreements. The main objective of Mercosur is to 
accelerate the process of economic development with social justice (Mercosur preamble, 
1991). Mercosur explicitly frames itself as a step towards a wider Latin American integration, 
and securing itself a proper place in the international economy. NAFTA’s intention is to 
promote the development and expansion of world trade, as a catalyst to international 
cooperation, thus reflecting the role of the U.S in the global economy.  
Mercosur’s preamble presents a transparent economic rationale justifying the agreement. It 
affirms trade liberalisation as the best policy to achieve the primary goal of economic 
development, while working towards a greater Latin American integration. The international 
trend for economic integration and securing a proper place in the international economy are 
also mentioned.  
NAFTA’s preamble refers to bigger markets, freer trade, greater certainty, increasing their 
own firms’ competitiveness, etc. A viewpoint firmly rooted in the benefits to business, with 
small mentions of the protection of welfare and workers’ rights following after ‘business’ at 
the end of the preamble. NAFTA is a comprehensive, detailed agreement whereas Mercosur 
appears to act as an umbrella agreement, with later agreements on specific areas. 
Commonalities in objectives 
Areas of commonality between Mercosur and NAFTA include the free movement of goods 
and services, and the elimination of trade barriers. These measures increase the market size 
available to the members’ firms creating opportunities for growth, profit and economies of 
scale. This free movement of goods and services enables lower costs both to the firm, and the 
consumer, as well as reducing bureaucratic costs to government. The consumer benefits from 
access to an expanded range of goods and services, while the firms benefit from increased 
competition. This trade liberalisation within the member states can therefore provide a 
competitive advantage to the region. 
Mentioned within each agreement is the adherence to previous commitments, such as GATT. 
Free Trade Agreements and Custom Unions are permissible under GATT Article XXIV and 
GATS Article V, and the WTO 1991 Doha Mandate paragraph 29. A final area of 
commonality is the transition, implementation and dispute settlement procedures, which 
appear in great detail in text of NAFTA and in the Annexes and later agreements for 
Mercosur.  
Differences in objectives 
Economic  
Mercosur’s objectives include, establishing and adopting a common external tariff and trade 
policy of a Customs Union (Article 1), as well as offering equitable trade terms to third 
parties (Article 4). As a Free Trade Agreement, NAFTA’s members are free to pursue their 
own external trade policies. In the area of taxation, Mercosur will treat items produced by 
members as domestic products (Article 7), as well as giving reciprocity of rights and 
obligations (Article 2). 
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During the transition period, Mercosur specifies the requirement for common external tariff to 
encourage foreign competitiveness of members, the coordination of macro and sectoral 
policies (enumerated) to ensure proper competition, and sectoral agreements optimising use 
and mobility of factors of production to achieve efficient scale (Article 5). This explicit 
mention of factors of production highlights an expected deeper economic integration in the 
long-term than NAFTA. 
NAFTA has a global objective to expand benefits to members and non-members (Article 102, 
1f.). This vision differs from the regional-specific focus of Mercosur. Increased investment 
opportunities are a goal of NAFTA (Article 102, 1c) as is the promotion of ‘fair’ competition 
(Article 102, 1b). This differs from Mercosur’s aims of ‘proper’ competition, but a weakness 
of both agreements is the lack of definition of these respective terms. 
Political 
Mercosur is designed as a vehicle for the coordination of positions for members in 
international forums (Article 1). The members have synergistically, more power 
internationally, providing them with an advantage. This is potentially of greatest benefit to the 
two smallest nations of Mercosur - Uruguay and Paraguay. NAFTA establishes a framework 
for further trilateral, regional and multilateral cooperation (Article 102, 1f). NAFTA provided 
greater political benefits to Mexico. The Mexican government was agreeable to economic 
liberalisation during negotiations as the agreement deflected voter anger against domestic 
reform from politicians (Burfisher, et. al, p. 135). 
Legal 
Mercosur establishes a common market (Article 1) and NAFTA, a free trade agreement 
(Article101). Mercosur requires harmonisation of legislation to strengthen integration (Article 
1). Mercosur represents a deeper level of political and economic integration and aspiration 
than NAFTA. NAFTA remains an entity of economic integration with shallow political 
cooperation only, and no aspirations to further political integration.  
Within the objectives, Mercosur identifies the reciprocity of rights and obligations (Article 2). 
The use of domestic legislation to restrict entry to imports with unfair trade practices is 
specified, while coordinating domestic policies with a view of drafting common rules for 
trade competition (Article 4). 
A key difference between the agreements is the explicit objective for NAFTA of protection of 
intellectual property rights (Article 102, 1d). As a source of considerable comparative 
advantage particularly for the U.S., the inclusion of strong intellectual property protection in 
NAFTA may be used by the U.S. as a tool for obtaining similar protections in trade 
agreements with other countries, as well as in multilateral negotiations. 
Agreement administration 
Mercosur establishes a transition period between 1991 and 1994 for policy harmonisation and 
gradual implementation. The transitional arrangements included rules of origin, dispute 
settlement system and safeguards (Article 3). The stated goal of the transition period was to 
aim at arriving at zero tariff and no non-tariff restrictions to the area by 31 December 1994 
(Article 5). Recognition and allowances are made for the differentials of the smaller, less-
developed countries of Uruguay and Paraguay (Article 6). NAFTA contains certain 
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allowances in particular for Mexico, with the text of the agreement, but these do not form part 
of the agreement’s objectives. 
NAFTA states the compliance of the agreement to the rights and obligations to each other 
under GATT and other agreements (Article 103). Mercosur mentions compliance to other 
agreements, but only mentions the Asociación Latinoamericana de Integración (ALADI) by 
name (Article 8). There is a special provision made for ALADI in the Mercosur agreement. 
Mercosur members will consult each other when negotiating with ALADI members for a 
comprehensive tariff reduction scheme, and automatically extend to Mercosur members any 
advantage given to products originating in, or destined for, non-ALADI members (Article 8). 
NAFTA affirms compliance with other environmental treaties, recognises bilateral and other 
agreements (Article 105). 
NAFTA has two supplemental agreements - the North American Agreement on 
Environmental Cooperation (NAAEC) and the North American Agreement on Labor 
Cooperation (NAALC). Both side-agreements were formed out of the political concern for the 
environment and workers’ rights.  
Mercosur is seen by most literature to be underperforming. Only 14% of its total merchandise 
exports is intra-trade, reflecting low levels of integration compared to 32% for the EU (WTO, 
2009, p. 3). It has been measured as trade-diverting (Jugurnath, et.al, 2007). While trade 
liberalisation has been undertaken, it is suggested that the trade performance has been 
influenced more by competitiveness than by trade policy (Soloaga and Winters, 1999). 
Mexico particularly benefitted from NAFTA and experienced large export growth in the 
1990s but has since been harmed by a credit crunch (Tornell, 2004). NAFTA is more highly 
integrated compared to Mercosur with 51% of total merchandise exports as intra trade (WTO, 
2009, p. 3). In its first 10 years, NAFTA area grew from a $6 trillion economy to $12.5 
trillion (Hufbauer and Schott, 2005, p. 1) 
Discussion 
Performance differences between Mercosur and NAFTA, may have arisen in part, due to the 
lack of clear objectives, specificity and varying political expectations, of the countries 
involved. For Mercosur, a lack of leadership and consensus has contributed to internal 
conflicts over trade policy, reflecting the differing political motives (Bouzas, 2001). 
Appearing as more a statement of intentional than an operational agreement, Mercosur 
requires subsequent rounds of negotiations, which delays the benefits of liberalisation. The 
strong regional political intention behind Mercosur, may also have delayed its subsequent 
implementation and development. NAFTA has benefitted from an establishing text with a 
high degree of detail that enabled the agreement to become quickly operational. With the U.S. 
economy at its core, NAFTA had a more stable and economically viable foundation. A 
congruence of political and economic will-power has benefitted this agreement. 
Conclusion  
It is suggested that although the agreements appear superficially similar, the content, and 
drivers have been substantially different, impacting on the relative success of these two 
agreements. Successful integration would cause the rise of regional competitive advantage for 
the case of NAFTA. 
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